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Before the
Federal Communications Commission

Washington, D.C. 20554

In the Matter of

July 1, 2004
Annual Access Charge Tariff Filings

)
)
)
)

WCB/Pricing 04-18

PETITION OF AT&T CORP.

Pursuant to Section 1.773 of the Commission’s Rules, 47 C.F.R. § 1.773, and the

Commission’s Order, DA 04-1049, released April 19, 2004,1 AT&T Corp. (“AT&T”) submits

this Petition addressed to the annual interstate access tariffs filed on June 23, 2004 by local

exchange carriers (“LECs”).

INTRODUCTION AND SUMMARY

The LECs’ 2004 Annual Access Charge Tariffs contain a number of serious errors and

require suspension and investigation.  As detailed below, the LECs’ access tariffs are, in

numerous respects, flatly inconsistent with the Commission’s rules, relevant court decisions, and

publicly available data.  The resulting overstated access charges undermine the core objectives of

the 1996 Telecommunications Act, impede competition, and deny consumers the corresponding

benefits of competition.  Accordingly, AT&T respectfully urges the Commission to suspend and

investigate the unsupported and inflated tariff rates detailed below.2

                                                
1 In the Matter of July 1, 2004 Annual Access Charge Tariffs, WCB/Pricing 04-18, DA 04-1049
(released April 19, 2004).
2 A tariff is subject to rejection when it is prima facia unlawful, in that it demonstrably conflicts
with the Communications Act, as amended by the Telecommunications Act of 1996 or a
(continued…)
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I. MINNESOTA INDEPENDENT EQUAL ACCESS CORPORATION’S TARIFFS
CONTAIN MYRIAD FUNDAMENTAL ERRORS THAT SUBSTANTIALLY
OVERSTATE RATES.

The 2004/2005 interstate access tariffs of the Minnesota Independent Equal Access

Corporation (“MIEAC”) contain myriad fundamental flaws that inflate MIEAC’s interstate

access rates by millions of dollars.3  However, because MIEAC filed its flawed 2004/2005

interstate access tariffs with only seven days notice, this Petition addresses only three of the most

egregious errors in those tariffs.  The Commission should suspend MIEAC’s tariffs and set them

for investigation.

MIEAC’s tariffs rely on substantially understated demand projections.  MIEAC reports

that in 2002 and 2003, its actual demand was 489,632,393 and  482,139,620 million minutes of

use, respectively.  See Exhibit A-1.4  MIEAC now projects that in the 2004/2005 tariff period,

                                                
(…continued)
Commission rule, regulation or order.  See, e.g., American Broadcasting Companies, Inc. v.
AT&T, 663 F.2d 133, 138 (D.C. Cir. 1980); MCI v. AT&T, 94 F.C.C.2d 332, 340-41 (1983).
Suspension and investigation are appropriate where a tariff raises substantial issues of
lawfulness.  See AT&T (Transmittal No. 148), Memorandum Opinion and Order, 56 RR2d 1503
(1984); ITT (Transmittal No. 2191), 73 F.C.C.2d 709, 716 n.5 (1979) (citing AT&T, 46 F.C.C.2d
81, 86 (1974)).  Appendix A identifies the companies whose tariffs should be suspended and
investigated and whose rates should be remedied.
3 The Minnesota Independent Equal Access Corporation (“MIEAC”) states that it is a wholly
owned subsidiary of Onvoy.  Minnesota Independent Equal Access Corporation Tariff F.C.C.
No. 1, Centralized Equal Access (“CEA”) Service 2004 Annual Access Tariff Filing Description
and Justification, at 1 (Onvoy, in turn, is 57% owned by Independent Telco’s, Quantum
Industrial Partners and SFM Domestic Investments).  MIEAC states that its purpose is to provide
“Centralized Equal Access Services to rural areas of Minnesota along with toll recording and
rating services.”  Id. at 2.  In addition it provides Signaling System services using the Signaling
System 7 Protocol.  Id. at 3; see also MIEAC Transmittal No. 17.   MIEAC notes that it provides
Feature Group D (“FGD”) as “the core element of its ‘equal access’ offering” and that it also
provides FGB service where a Routing Exchange Carrier (“REC”) has the service available.
Further if originating feature group B is provided “MIEAC’s charge does not apply.”  Id. at 2-3.
According to MIEAC, its service allows IXC’s access to the rural exchanges through its network.
4 All Exhibits are attached hereto.
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demand will decrease, on average, to 289 million minutes of use, a more than 40% decline.5

This massive decrease in projected demand substantially inflates MIEAC’s proposed per minute

switched transport rates.

MIEAC claims that it is reasonable to assume that its demand will fall by such a large

amount because, according to MIEAC, demand may shift to wireless carriers, voice over Internet

protocol providers, and the use of E-mail and Instant Messaging.6  But there is no evidence

whatsoever that this shift in call usage is likely to cut demand for MIEAC’s services nearly in

half over the next two years.  On the contrary, according to NECA, which covers most of the

same areas as MIEAC, such phenomenon likely will decrease demand over the next two years by

only 0.89%.7

Further confirming that there is no reasoned basis for MIEAC’s demand projections and

the corresponding composite switched transport rates is that, although MIEAC’s actual demand

has varied substantially from year to year since 2000, its rates have remained largely unchanged.

In 2000, MIEAC filed a proposed composite switched transport rate of $0.01887, based on

projected demand for the 2000/2001 tariff period of about 411 million minutes of use.8  MIEAC

never sought to decrease its composite switched transport rates in the 2002/2003 tariff period,

even though its demand increased to an average of over 486 million minutes of use during that

                                                
5 MIEAC Transmittal 18, Filed June 24, 2004, Rate Development Schedule.
6 Id., MIEAC D&J, Page 7.
7 NECA forecasts 18,909,400,032 minutes of use for the 2004/2005 tariff period (NECA
Transmittal No. 1030, filed June 16, 2004, DMD-1, Page 3, Row 430).   Actual minutes of use
for the 2002/2003 tariff period were reported to be 19,079,605,577.  See NECA Transmittal No.
988, filed June 16, 2003 (for 2002) and Transmittal No. 1030 (for 2003), DMD-1, Page 3, Row
420.
8 MIEAC Transmittal No. 12, filed June 26, 2000, Rate Development Schedule ($7,754,811
(continued…)
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time.  See Exhibit A-1.  And MIEAC seeks a nearly identical rate in its 2004/2005 tariff even

though it is now projecting substantial unreasonable decreases in demand.  It thus appears that

MIEAC is manipulating its data to obtain a particular rate.9

There is an unexplained mismatch between MIEAC’s originating and terminating

rates.  MIEAC proposes to charge users of originating access services much higher switched

transport rates than users of terminating access services.10  MIEAC proposes tandem switching

rates that are about 50% higher than the terminating rate, and about 1100% more for originating

transport than the equivalent terminating transport rate.  See Exhibit A-2.  There is no

justification for such rate disparities because both originating and terminating services use

identical facilities to provide identical functions.  MIEAC should thus restructure its originating

tandem switching and transport rates so that they mirror and are equal to their respective

terminating rates.

MIEAC’s tariff contains an obvious clerical error.  MIEAC projects in its filed Part 36

and Part 69 cost study results for the 2004/2005 tariff period that its interstate revenue

requirement will be $4,903,331 for tandem switching and transport services.11  But the revenue

requirement used by MIEAC to develop rates (as displayed on the Rate Development Schedule)

                                                
(…continued)
Revenue Requirement divided by 410,937,303 MOUs).
9 MIEAC also has never filed corrective mid-term filings to account for the increased usage and
has continued to charge the rates it first established in July 2000 on a demand base of 411 million
minutes of use.
10 MIEAC also appears to not included all of the revenue that it generates from its tariffed
services, including signaling and 800 wireless services.  See MIEAC Tariff FCC No. 1, Section
6.8.
11 MIEAC Transmittal No. 18, filed June 24, 2004, Part 36 Cost Study, Page S-1, Line 14.
MIEAC has also applied an incorrect rate of return of 11.50% instead of 11.25% in the
(continued…)
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is $5,766,314.12  MIEAC thus overstates its revenue requirement by $862,876.  MIEAC must fix

this error by at least using the revenue requirement projected by its Part 36 and Part 69 studies.

II. THE COMMISSION SHOULD SUSPEND AND INVESTIGATE THE TARIFFS
OF LECS WITH A LONG HISTORY OF EARNINGS THAT EXCEED THE
AUTHORIZED RATE-OF-RETURN.

In 1997, the Commission properly suspended multiple interstate access tariffs where

statistical analyses showed that the projections in those tariffs had resulted in systematic errors in

rates, and where those errors were statistically significant.13  A similar analysis confirms that

several rate-of-return LECs’ 2004/2005 tariffs must be suspended.  As demonstrated in Exhibit

B, several rate-of-return LECs have relied on projections that result in returns that substantially

exceed the Commission-prescribed return of 11.25%,14 i.e, these LECs have relied on projections

that result in systematic overearnings.  Moreover, the amount by which these LECs have

consistently overearned is not explained by random error.  Rather the overstatements are

statistical outliers.  See id.  Accordingly, consistent with Commission precedent, the Commission

should suspend and investigate these LECs’ tariffs.

                                                
(…continued)
calculation of the revenue requirement.
12 Id., Rate Development Schedule.
13 1997 Annual Access Tariff Filings, CC Docket No. 97-149, Memorandum Opinion & Order,
FCC 97-403, ¶¶ 19-21 (rel. Dec. 1, 1997).
14 Represcribing the Authorized Rate of Return for Interstate Services of Local Exchange
Carriers, Order, 5 FCC Rcd. 7507 (1990), petitions for review docketed sub nom., Illinois Bell
Telephone Co., et al. v. FCC, No. 91-1020 (D.C. Cir. filed Jan. 11, 1991), recon. 6 FCC Rcd.
7193 (1991) (“1990 ROR Represcription Order”).  The Commission prescribed the authorized
overall rate of return on investment of 11.25% with certain buffer zones.  See also 47 C.F.R.
§ 65.700.  Specifically, rate of return LECs are allowed to earn 0.40 percentage points over the
prescribed return on each service category or 0.25 percentage points over the prescribed rate if
the return is measured across the entire base.
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By suspending and investigating the tariffs, the Commission and other parties will have

sufficient time to identify the errors that cause the systematic overearnings.  Without a

suspension and an investigation, it is not feasible for interested parties or the Commission to

identify the specific problems with the LECs’ methodologies because the LECs do not submit

the data necessary for such an analysis.  And even when data are available for review, it is often

difficult to determine whether these data have been manipulated to achieve the carriers’ intended

result.  Moreover, carriers have months to prepare tariff filings that must be reviewed by

petitioners and the Commission in the space of days.

For these reasons, the Commission should suspend the tariffs of those LECs that have

consistently earned returns in excess of the prescribed level over an extended period of time to

investigate the source or sources of their forecast errors and determine whether a rate

prescription is appropriate.15

III. CERTAIN LECS SHOULD BE REQUIRED TO MAKE MID-COURSE
ADJUSTMENTS TO ACCOUNT FOR SUBSTANTIAL OVEREARNINGS
DURING THE FIRST YEAR OF THE MONITORING PERIOD.

The monitoring reports filed by the rate-of-return carriers for the period ending

December 31, 2003, which constitute the first year of the current 2003-2004 monitoring period

show that a number of rate-of-return LECs achieved returns that substantially exceed the

Commission-prescribed 11.25% rate-of-return.  See Exhibit C.  These LECs therefore should be

required to make downward adjustments to their rates for the 2004 period to bring these LECs’

overall returns for the 2003-2004 period within the range of 11.25%.

                                                
15 The following LECs’ tariffs should be suspended because they have consistently overearned:
ACS of Anchorage, Century of Midwest-Michigan, Century of Ohio, Century of Wisconsin,
Gulf/Madison River, SureWest and Fort Mill.  See Exhibit A.
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Small variations in the rate-of-return LECs’ returns from the Commission-prescribed

level are to be expected due to, among other things, forecast errors and changes in marketplace

conditions.  But large variations show that the LECs’ data are unreliable, and require correction.

And that is precisely why the Commission requires interim monitoring reports.  As explained by

the Commission:  “Rate-of-return carriers estimate their costs of providing exchange access

services and project their demand for such services.  They then file tariffs containing the rates for

their access services that they believe reflects, given their estimates of costs and demand, will

result in earnings within the prescribed rate of return at the end of the two year monitoring

period.  During the course of the two-year period, rate of return carriers must review how their

actual costs and demand calculations compare to their earlier projections, and make rate

adjustments, if necessary, to ensure that they do not exceed their prescribed rate of return.”16  

The LECs have never seriously disputed that mid-course corrections are appropriate.  In

2002, for example, NECA sought a “mid-course” correction in its revenue requirements in its

2002 annual tariff filing on the grounds that its overall returns would fall below the Commission-

prescribed rate-of-return without such an adjustment.17  By the same logic, and consistent with

the Commission’s rules, carriers that now report special access return exceeding 11.25% should

                                                
16 In the Matter of General Communications Inc., Complainant, v. Alaska Communications, Inc.
and Alaska Communications Systems, Inc. d/b/a ATU Telecommunications ATU
Telecommunications d/b/a Anchorage Telephone Utility, EB-00-MD-016, Memorandum
Opinion and Order, 16 FCC Rcd. 2834, ¶ 5 (2001) (“GCI v. ACS”) (emphasis added) citing MCI,
59 F.3d at 1415; see In the Matter of Amendment of Part 65, Interstate Rate of Return
Prescription: Procedures and Methodologies to Establish Reporting Requirements, Report and
Order, 1 FCC Rcd. 952, 954, ¶ 10 (1986).
17 See, e.g., National Exchange Carrier, Inc. Tariff FCC No. 5, Transmittal No. 952, WC Docket
No. 02-356, Order, DA 02-3100, ¶ 4 (rel. Nov. 8, 2002).
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have filed midcourse corrections to ensure that its returns fall within the Commission-prescribed

11.25% rate-of-return.

In the past, carriers have defended not making downward adjustments on the ground that

they historically experience earnings erosion and that returns will decrease to permissible levels

as new data is obtained.  But that argument does not withstand scrutiny.  Many of these carriers’

current overearnings are so large that it is not plausible that such erosion would result in a rate-

of-return near 11.25%.

Recent federal court decisions make it even more critical that rate-of-return LECs

implement appropriate mid-course adjustments.  Under prior Commission precedent and

longstanding tradition, ratepayers were at least partially protected from excessive charges

because they were allowed to retroactively collect excess earnings from rate-of-return carriers.

However, under ACS of Anchorage, Inc. v. FCC, 290 F.3d 403, 410-412 (D.C.Cir. 2002) (“ACS

v. FCC”), retroactive refunds are no longer available after a tariff is permitted to take effect

without suspension because the tariff is then “deemed lawful” pursuant to 47 U.S.C. § 204(a)(3).

In these circumstances, ratepayers can only seek relief on a prospective basis and even that relief

is available only if some provision in the tariff is subsequently found to be unlawful.18  Thus, the

principle protection that consumers and ratepayers now have against tariffed rates that produce

unlawful returns is a strenuous pre-effective tariff review.  The Commission must ensure that its

rate-of-return prescriptions are enforced as “a means to achieve just and reasonable rates.”19

                                                
18 If a tariff has been properly labeled and filed on 15 or 7 days notice and the Commission has
not suspended the tariff prior to its effective date, the tariff will be deemed lawful and in almost
all instances will insulate the filing carrier from an obligation to pay refunds to customers who
were overcharged.
19 ACS v. FCC, 290 F.3d at 410 (citing Nader v. FCC, 520 F.2d 182, 203 (D.C. Cir. 1975)).
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Accordingly, the Commission should require NECA and each LEC identified in

Exhibit C to file mid-course rate reductions to reflect the fact that their 2003 current monitoring

period earnings exceed the Commission’s prescribed level.  Specifically, the Commission should

require these LECs to file rates that will produce the prescribed return for the current period.  As

a second best solution, the Commission should suspend the tariffs of these carriers to allow for

true-ups if rates are later found to be unlawful.

IV. PUERTO RICO TELEPHONE COMPANY AND SUREWEST HAVE
OVERSTATED THEIR CORPORATE OPERATIONS EXPENSES.

The corporate operations expenses filed by Puerto Rico Telephone Company and

SureWest Telephone Company (formerly Roseville Telephone Company) are significantly

overstated.  Corporate operations expenses represent general corporate overhead functions, such

as executive management, accounting and finance, human resources/personnel, information

management, legal support, and other similar administrative support activities.20  The

Commission performed a comprehensive investigation of the reasonableness of these expenses in

1997 and concluded that these costs did “not appear to be costs inherent in providing

telecommunications services, but rather may result from managerial priorities and discretionary

spending.”21  As a result of this investigation, the Commission capped the corporate expenses at

a reasonable per-line amount to keep these expenses from growing out of control for USF

funding purposes.  Such constraints, however, were not placed on carriers in the development of

their access charges.  It is now clear that Puerto Rico Telephone Company and SureWest have

                                                
20 Corporate operations expenses are recorded in Account 6710 (Executive and planning) and
Account 6720 (General and administrative).  See 47 C.F.R. §§ 32.6710 and 32.6720.
21 In the Matter of Federal-State Joint Board on Universal Service, CC Docket No. 96-45,
Report and Order, FCC 97-157, ¶ 283 (rel. May 8, 1997).
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taken advantage of this gap in the Commission’s rules, and have included in their tariffs

corporate operations expenses that exceed reasonable levels.  Specifically, the corporate

operations expense per loop for these LECs greatly exceed the average of other similarly sized

LECs.  See Exhibit D.

The corporate expense per loop analysis in Exhibit D is based on the LECs’ NECA USF

Submission for 2003, which was filed with the Commission and USAC in October 2003.22  This

NECA submission contains the access lines and corporate operations expense data for all local

exchange carriers, and this information was used to derive average total corporate operations

expense per loop for carriers in various size categories.  Comparisons of the filed carriers’

corporate operations expense per loop were made against these averages and the filed data

confirm that the corporate overhead expenses filed in the tariffs by Puerto Rico Telephone

Company and SureWest continue to exceed the average of similarly sized carriers from 109% to

138%, respectively.  See Exhibit D.  In addition, these carriers’ corporate overhead expenses

exceed those submitted by the other similarly-sized LECs in the 2004 annual tariff filings by

substantial amounts.  See id.

Moreover, SureWest recently reported earnings of 15.59% in the past year.  See

Exhibit D.  These carriers should not be allowed to continue to operate inefficiently to the

detriment of their ratepayers, and ultimately consumers.  As the Commission has previously

held, corporate operations expenses are incurred at the discretion of carriers and reasonable

                                                
22 Industry Analysis Division, Federal Communications Commission, NECA’s Overview of the
Universal Service Fund, Submission of 2002 Study Results, October 2003, available at
http://www.fcc.gov/wcb/iatd/neca.html.
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judgment must be demonstrated.23  The identified LECs have not demonstrated that their inflated

corporate operations expenses were prudently incurred and, accordingly, they should not be

allowed to include corporate overheads beyond a reasonable threshold in their access charges for

the prospective 2004/2005 tariff period.  Thus, these LECs’ corporate operations expenses

should be disallowed or, alternatively, their tariffs should be suspended and placed under

investigation.

V. SEVERAL RATE-OF-RETURN LECS UNDERSTATE PROSPECTIVE
TRAFFIC SENSITIVE DEMAND AND OVERSTATE LOCAL SWITCHING
AND INFORMATION SURCHARGE RATES.

CenturyTel of the Mid-West Michigan/CenturyTel of Michigan (“Century Mid-West”),

Gallatin River Communications (“Gallatin River”), SureWest Telephone (“SureWest”), and

Iowa Network Services, Inc. (INS) substantially understate the 2004/2005 projected demand

used to develop traffic sensitive access rates, resulting in inflated local switching rates and an

inflated information surcharge.  In the case of the centralized equal access switched transport

carrier, INS, their switched transport rates are largely overstated as a result of the understated

2004/2005 demand projections.  Accordingly, the Commission should suspend these carriers’

tariffs and open an investigation to determine appropriate traffic sensitive demand projections.

That these carriers’ demand projections for the 2004/2005 period are vastly understated is

evident from their own actual demand data for 2000 through 2003.  As demonstrated in

Exhibit E, a simple linear regression analysis using actual 2000-2003 demand for CenturyTel

Mid-West, Gallatin River, SureWest, and INS (taken from these carriers’ DMD-1 TRP reports)

indicates that the forecast demand relied on by these carriers are understated by at least 30.8

                                                
23 Amendment of Part 65, Interstate Rate of Return Prescription: Procedures and Methodologies
to establish Reporting Requirements, CC Docket No. 86-127, ¶¶ 10-12 (rel. Dec. 3, 1996).
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million, 29.3 million, 56.5 million, and 45.0 million minutes, respectively.  See Exhibit E.  None

of these carriers provides any legitimate justification for assuming that future demand will depart

so drastically from that predicted by traditional statistical techniques.

But even aside from the trend analyses, it is clear that the projected demand growth used

by these carriers to compute traffic sensitive rates are understated.  SureWest, for example,

reports a slight decrease in demand for 2003 of –1.62% from 2002.   In 2002, SureWest also

reports a slight decrease of –1.05% from the year prior.  But now SureWest projects a decrease

in demand for the 2004/2005 tariff period of –16.51%.  SureWest offers no legitimate

justification to explain why its future projections depart so radically from the prior years’ trend.

It is critical that the Commission address these understatements in this proceeding

because these carriers have made a habit out of understating demand.  For example, CenturyTel

Mid-West and INS all understated demand in the 2002/2003 tariff period, by 12.5%, and 6.8%,

respectively.  See Exhibit E.  The Commission should thus suspend these carriers’ tariffs and

open an investigation into appropriate traffic sensitive demand projections.

VI. SEVERAL RATE-OF-RETURN CARRIERS HAVE FILED EXCESSIVE CASH
WORKING CAPITAL REQUIREMENTS.

SureWest, TUECA, Fort Mill, ACS of Anchorage, CenturyTel Mid-West Michigan,

Lancaster, Gulf and Rock Hill have employed excessive net lag periods, and as a result their cash

working capital (“CWC”) revenue requirements are inflated, in total, by $3,980,000, and their

interstate revenue requirements are inflated, in total, by $689,000.  See Exhibit F-1.24   The net

                                                
24 CWC is the amount of investor-supplied funds required to pay operating expenses incurred in
providing services prior to the receipt of revenues for such services.  CWC is generally computed
by determining the revenue lag and the expense lag and then multiplying the difference by the
carrier’s average daily operating expenses.  Revenue lag is the average number of days between
(continued…)



13

lag periods used by TUECA, Fort Mill, ACS of Anchorage, CenturyTel Mid-West Michigan,

Lancaster, Gulf and Rock Hill reflect unsupported departures from those of similarly situated

LECs.  SureWest has filed a net lag period determined from its cost studies of 46 days that

significantly exceeds that of any similarly situated LECs.25  For example, AT&T’s survey of

other LECs CWC found a 16 day or less lag period to be representative.  See Exhibit F-2.

Because these LECs have departed from the 15-day standard, TUECA, Fort Mill, ACS of

Anchorage, CenturyTel Mid-West Michigan, Lancaster, Gulf and Rock Hill were required to

determine their net lag period by conducting a lead-lag study.26  In such a study, these LECs

must supply accurate data that are representative of current operations and adequately explain

and justify their proposed lag periods.  Neither TUECA, Fort Mill, ACS Anchorage, CenturyTel

Mid-West Michigan, Lancaster, Gulf nor Rock Hill has provided a lag study, nor any other

supporting documentation to explain why it should be entitled to a net lag that exceeds the

                                                
(…continued)
the date a service is provided and the date the associated revenues are collected.  Expense lag is
the average number of days between the date a service is provisioned and the date the expenses
associated with those services are paid.  The difference between revenue lag and expense lag is
referred to as the net lag.
25 SureWest’s D&J and lead-lag study indicate a net of 26 days, See 2004 Annual Access Tariff
Filing, Transmittal 9, filed June 24, 2004, D&J.  AT&T calculates a net of 46 days and the
impact of SureWest’s excess as follows:  projected total cash expense (excluding depreciation)
was divided by 365 days to determine its average daily cash requirements.  The daily cash figure
was then divided into its projected CWC requirement to compute its net lag.  A comparison of
the results of employing the derived net lag versus the 15-day standard lag shows that
SureWest’s interstate revenue requirement is inflated by approximately $255,000.  
26 See 1997 Annual Access Tariff Filings, Memorandum Opinion and Order, CC Docket 97-149,
13 FCC Rcd. 3815, ¶¶ 221-224 (rel. June 27, 1997).    
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standard 15-day lag.   SureWest did provide a study, but it is hopelessly inadequate and error-

ridden.27

The Commission has, in the past, suspended and investigated LEC tariffs relying on

similar overstated net lag periods that were unsupported by a lead lag study.28  Similarly, the

Commission should suspend and investigate TUECA’s, Fort Mill’s, ACS of Anchorage’s,

CenturyTel Mid-West Michigan’s, Lancaster’s, Gulf’s Rock Hill’s, and SureWest’s tariffs that

reflect their current CWC revenue requirements and direct those LECs either to justify the

excessive CWC amounts or to reduce them to appropriate levels.

                                                
27 See n.30, supra.
28 See, e.g., 1997 Annual Access Tariff Filings, 12 FCC Rcd 11417, ¶¶ 62-66 (1997).
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CONCLUSION

For the reasons stated above, the Commission should suspend for one day and investigate

the tariff revisions filed by all LECs detailed in Appendix A and impose an accounting order.
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AT&T Corp.

By:  /s/ Judy Sello
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APPENDIX A

TARIFFS WHICH THE COMMISSION SHOULD SUSPEND AND
INVESTIGATE

RATE-OF-RETURN LEC TARIFFS

COMPANY TARIFF NO. TRANSMITTAL NO.

ACS OF ANCHORAGE 1 22

CENTURYTEL (CTOC) 1 37

ILLINOIS CONSOLIDATED 2 122

IOWA NETWORK
SERVICES, INC.

1 22

FORT MILL (JSI) 1 97

LANCASTER (JSI) 1 97

ROCK HILL (JSI) 1 97

GALLATIN RIVER
COMMUNICATIONS
(MADISON RIVER)

1 18

GULF TELEPHONE
(MADISON RIVER)

1 18

MINNESOTA
INDEPENDENT EQUAL
ACCESS CORP. (MIEAC)

1 18

PUERTO RICO 1 57

SUREWEST 1 9

CENTURYTEL (TUECA) 2 182
NOTE: The above rate-of-return LEC tariffs should be suspended for one day.
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Overview of Statistical Process on Overearnings

AT&T conducted three analyses of the relationship between LEC projected rates

of return and LEC actual rates of return. These analyses, outlined below, indicate that

ACS of Anchorage, Inc.; CenturyTel of Midwest-Michigan/CenturyTel of Michigan;

CenturyTel of Ohio; CenturyTel of Wisconsin; Fort Mill Telephone Company; Gulf

Telephone Company (filed by Madison River) and SureWest Telephone consistently

produced rates of return that exceeded the targeted rate of return.    

AT&T first graphed the differences between the projected annual rates of return

and the actual rate of return reported by the LEC.  A simple visual look at the data clearly

indicates that certain LECs, including NECA (and others, see Exhibit A) consistently

generated rates of return that exceed 11.25%.  The visual test is also used to determine

whether additional statistical tests are necessary.  The additional tests outlined below, test

whether it is likely that the projected revenue requirement would consistently achieve

returns greater than 11.25%. 

The first test is intended to evaluate whether a LEC’s rate of return projections are

unbiased.  An unbiased process would be expected to produce returns that are both above

and below the target return, which is 11.25%.  The initial test evaluates the likelihood that

a set of forecasts would be expected to consistently exceed or under estimate an actual

level.  Of the LECs analyzed four under forecast their switched rate of return over all

periods for which data was available and two under forecast their special rate of return

over all periods.1  This data indicates that some LECs produced returns that exceeded the

                                                
1 AT&T used the final data from FCC Form 492 where available to obtain the returns for each period when
the LEC provided each year’s return.  Where the data was not provided by year AT&T derived the annual
data.  Specifically, the returns for the odd years were taken from the 492 reports filed on or about March
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target rate of return in more years than chance would reasonably allow.  The probability

that a LEC would set its rates to exceed the target rate 10 periods in a row is (1/2)^10.

For example, CenturyTel of Wisconsin exceeded its traffic sensitive target rate of return

in all 8 years that AT&T studied.  The probability that an unbiased process, that is, one

that would project rates of return on the average at the 11.25% target is only (½)8, or

0.39%.  

To better understand whether the forecasts are biased and to derive an estimate of

the expected bias AT&T also tested the difference of the means.  Specifically, AT&T

looked at the differences between the actual rates of return and the targeted rate.  In the

absence of bias these differences should not statistically differ from zero.  The test

hypothesis is that the average difference between two means is zero.  The t-statistic

calculated from the sample data can then be compared to the critical values of the one-

tailed t-distribution at the 90% and 95% confidence levels. 2  If the calculated t-statistic

                                                                                                                                                
31st of each even year, e.g., 1999 returns were taken from the report filed in 2000.  The even year return
data were calculated based on the difference between the operating revenues, expenses and average net
investment on the final Form 492 (which includes two years’ data) and the report that contains only the
annual data.
2The t-test is performed on the differences between the observed rates of return and the target return, these
differences are denoted di. The average of the differences, D, and then the standard deviation of the
average, sD, is found. The standard deviation of the average differences is found by first calculating the
standard deviation of the differences,

sd = √∑(di – D) / ( n-1)  ,

 and then calculating the corresponding standard deviation of the average of the differences, sD,
            __
sD = sd/√ n  ,

The t-statistic is calculated using the formula,

t = D / sD .

This statistic is compared to the statistical t-distribution with degrees of freedom equal to the number of
observation minus 1.
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exceeds a critical value, then bias is likely with probability of the confidence level.  As

shown in Attachment A, AT&T has calculated t-statistics that exceed these critical values

for several LECs.  This indicates that these LECs have a systematic upward bias in their

projection process.  

The t-tests provide a formal statistical confirmation of the visual view that some

LECs consistently develop projected returns that exceed the authorized level   Further the

t-test strengthens the evidence resulting from the simple test on the direction (over or

under) of the projected rates of return. 
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